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RISTORY '

Orgarmuzed in Tex in Oct. 1976 by Houston
Lighting & Power Co (Houston Lighting)

On Jan 14, 1977, pursuant to a merger and cor-
porate restructuring plan, Co became the owner of
all of the out.st? com stock of Houston Lighting
and two of its former subsidiaries, Pnmary Fuels,
Inc and Utihty Fuels, Inc In the merger and
restructuning, each share of the outstg com. atock
of Houston Lighting became one share of Co com.
stock In addition, Houston Lighting's outstg. con-
vertible debentures became convertible into Co
com stock ' '

In June 1985, created Innovauve Controls, Inc o
subsidiary which develops and markets high inten-
sity discharge lights driven by electronic ballasts

In Dec 1985, The North American Coal Corp
announced that Uubty Fuels, Inc, a subsldiary of
Co ac(xull'cd North Amenican’s Coals 459, interest
1n certain lignite reserves near Malakoff, Tx,

In 1986 Co formed KBLCOM Incorporated

In Jan 1987, Co formed Development Ventures,
ne

In Jan 1987, Houston Industries Finance, Inc
l;f&np purchasing the accounts receivable of

In Mar 1988, KBLCOM Inc, a subsidiary of
Company, acquired the United étntes cable telev-

gion interests of Rogers Communications Inc

BUSINESS

Co 18 a holding company operating through
subsidiaries

Houston Lighting and Power Co is engaged in
the generation, transmission, distribution and sale
of electric energy, serving an area of the Texas
Gulf Coast Region, estimated at 5,000 square miles,
in which are [ocated Houston (tfxe largest aty In
Texas) and 156 smaller cities, villages anhd commu-
nities  As of December 31, 1988, the total assets
and common stock equity of H’L&P represented
89%, of both the Company's consohdated assets
and consohdated common stock equity For the
year then ended, the operations of HL&P
accounted for 93%, of the Company's consolidated
nctincome

Primary Fuels, Inc engages in o1l and gas explo-
ravion, development and production Company has
sold or has agreed to sell Primary’s US Canadian
and Argentine operations and 18 seeking buyers for
it's remaining operations located in Greece and
Indonesia

Utility Fuels, In¢c provides coal and hgnite aup-
ply services to HL&P Innovative Controls, Inc
develops, manufactures and markets high intensmity
discharge lights

KBLCOM Incorporated serves over 550,000
cable television customers in four states KBLCOM
also owns a 509 interest in Paragon Communiea-
tions, a cable telewision operating company, scrv-
ing approximately 735,000 customers

Houston Industnes Finance, In¢ purchases the
account receivable of HL&P

Development Ventures, Inc provides start-up
hinaneing for promising small businesses and
invests in established funds

PROPERTIES

Through its subsidiary, Houston Lighting &
Power Co, Co owns and operates generating facil-
iies with an aggregate nameplate capacty of
13,259,000 kilowatts

Utlity Fuels, Inc. owns ralroad cara and coal
handling {acilities used to provide coal supply ser-
vices to HL&P's WA Pansh plant and coal han-
dhng faciities at HL&P's Limestone hgnite plant,
The UFI fleet totals 2,375 rariroad cars which com-
prise 19 trains used for hauling coal

SUBSIDIARIES (wholly-owned)
(iouston Lighting & Power Company’
KBLCOM Incorporated
Uulity Fuels, Inc
Innovative Controls, Inc
Houston Industries Finance, Inc
Development Ventures, Inc

{1See appended statement
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LETTER TO SHAREHOLDERS

Following |a the letter to shareho!dars by Don
O Jordan, President and Chief Executive Officer,
as It appesred in Co 's 1968 Annual Report ° ;1* -

To Our Shareholders: . . .

Nineteen-eighty-eight presented both uncgertain-
ties and opportunities for Houston Industries, In
our core electnc utility, business as well as 1n our
quest for growth through diversification We made
substantinl progress in both areas, | *

However, our [inanclal results sulfered some-
what, primarily as a result_of costs incurred bl
our prncipal subsidiary, Houston Lighting
Power Company, which were not recovered
through electric rates Houston Industries’ consoli-
dated earnings were 3395 million, or $334 per
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share, in 1988, compared to $435 muthon, or 8374 °

per share, in 1987

Earnings for HL&P were 8369 million, or $312
ger share, in 1988, down from 3409 million, or
3 51 per share, a year earlier HL&P has not had
an tncresse in base rates since December 1986 and
18 not fully recovening the cost of two new generat-
mi units placed in service since that time

II's consolidated enrmnings also reflected an $86
million logs for Primary Fuels, Inc, in 1988, follow-
mg a $4 5 milhon profit for our ol and gas subsidi-
ary n year earher Utlity Fuels, Inc, our coal sup-
ply subsidiary. reported record earnings of 3346
million tn 1988, an Increase from $24 2 million the
previous gcar

Qur 1988 earmings were solid in view of factors
which are lmpnclmF the Company in the short-
term, and 1 am conlident that our current actions,
such as seeking approval for rates which reflect
HL&P's current costs, will improve our long-term
financial performance

Construction Ending, Rate Case Pending

Houston Lighting Power Company achieved
several major milestones 1 completing a power
plant construction program, whichewill ensure a

atable, secure elcclncu{ nupf)ly into the late-1990s
HL&P placed the firal nuclear unit at the South
Texas Project 1n commercial operation on August

25, 1988 STP Unit 1 18 the firat operating nuclear
umt 1n Texas In March 1989, HL&P received a
full-power oPemUng hcense for the secon
unmit, which is on schedule for commercial opera-
tion 1n mid-1989, and which i{s the last new gener-
atng unit we are bulding at this time

We are now working to clear the final hurdle
associated with the construction of new plant facl-
ities — obtaining  regulatory approval to begin
recovcrm&our investment through higher elecine
rates In November 1988, we filed a request for a
$432 mullion base rate increase The request is the
first 1n a three-step rate moderation plan designed
to allow HL&P to fully recover the ccst of bullding
and opemlmi the new plants, while also softening
the impact of higher rates on the local economy

Interim Rellef Requested

We do not expect a decision on our rate case
untd late-1989, and we have asked the Pubhic Uul-
ity Commission of Texas to approve the use of
deferred accounting for costs associated with STP
Uit t and Umt 2 at the Limestone hgnite plant,
which has been in commercial operaton since
December 1986

If approved as rcquested, deferred accounting
will allow HL&P to seek lnter recovery of operat-
ing and ecarrying costs for hoth units from the
commercial operation date of STP Unit t untid
rates reflecting those coats take effect, This
accounung treantment also would eliminate a drain
on HL&P's earnings of approximately $17 million
a month, which 1 resulting from commercial oper-
ation of STP Unit 1 without rates which reflect the
umit’s costs I believe the PUC will recogruze our
cntical need for this Interim rehef and will approve
the use of deferred accounting

Regulation Will Impact Qutiook

The South Texas Project is a quality nuclear
lant, which was built ot a cost that compares
avorably with the rost of other nuclear plants
built duning the same time period [ am convinced
that STP and the other facilsues which HL&P 18
seeking to include In eclectric rates will provide
qubstantial long-term benefits to customers, We
have prepared a strong rate case to demonstrate
these benefits and to document the costs we are
seuking to 1ecover Howewer, the outlook for
HL&P 13 lughly dependent on the decisions to be
made by regulators '

P closed
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Houston Industnies has been successful in
taining its financial stability through past perig
of uncertainly, and we have provided holden
our common stock with umnterrupted %u .
dividends for 67 consecuflve years, both In
of record carnings and in periods of shortig
financial setbacks We remain committed to pi
atractive, stable dividends and would co
interrupting that tradition only in the event g
extremely adverse rate decision *or other
whieh would severely impact the Company 4
We anticipate that HL&P ultimately will ro
equitable regulatory treatment for its investm
new faciliues, and we are looking forward
perjod of lower capital requirements, imprd
c::jsl flow and more stable earnings for our d
utihity N

Austin Litig 1R R -

1 am extremely proud of the progrem
made in bnnging a long era of power plnt
struction very near to a successful oo
However, 1 am disappointed that one consird
velated 1ssue remamns unresolved We have
unable to settle a long-standin le‘ial dispuls
the City of Austin, one of the South Texas P§
owners
Although we succeeded in reaching an
court settlement, which both parties belisved
in their best interests, we were unable to
one conditon of the agreement, The sel
was contingent on HL&P obtaining 2 rullg
the Public Utiity Comnmussion that the agr
was in the public interest The PUC relum
gwe such a x’mde and ruled that the waue iy
e considered 1n future rate proceedings W
mately exercised our right to terminate the
ment rather than nisk future disallowances

Trial of the case began in March 1989
expected to be a len legal process W
tinue to regard Austun’s claims to be without
We have 8 strong case which whl be pi
well and we believe our case will be persuasly

Hi Narrows Strateglc Focus N )
Houston Industries took a major alep P

growth of it diversified businesses
urchase of the US cable propertes a
ommunications, Inc The acquistion™
in March (989, makes our cable (¢4

subsidiary, KBLCOM Incorporated, one ¢
lara,eslca fe operators in the country : o
e entered the cable industry in 1986 ba S

its operaung similanties to our core electie]

business * We are expanding In that ¥ = (
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because our earhier cable venture has N
expectations, parucularly in terms of th
which we've enjoyed in the value of out
ment. The properties we acqauired from Rafl
high-quality systems serving attractve
markets * 4
We are building long-term growth
through our diversified business, and we;
long-term perspective In evalusting arl
use it takes a number ol&reun tob
ing a profit in the cable industry, we
that the Rogers acquisiion will prod
earmngs dilution in the early’ years of o
However, cable television enjoys growing
demand and significant untap saurces §
nue After the startup period, we expelfl
steady cash flows 4
he same long-term strategic plann
to HI's expansion fn the cable indy
resulted in our decision to leave the o
industry In early 1989, we accepted offe
approximately $270 milhon [or the US
and Argentine operatons of Primary Ny
our oil and gas subsidiary We ara con
explore opportuniues to sell PF
located 1n Indonesia and Greece }
Our decision to expand in the cable Ingif
feave the ol and gas mduutr{ 15 cof
our diversification strategy of fo
nesses similar to our core business, W
the same types of management
gained in the electric uulity indus
We remain committed to selective dl
ns an avenue for fulure x’rowth He
non-utihity business activities could
curtailed 1f the Secunties and Exchang
sion adopts a proposed rule which wg
tally imit diversilication by intrasiats ¥
ing companies, including Houston il i
are monitorning this proposal and wil i v
nght to select a balance of regulated an
lated businesses to benelit our invesiorns,
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